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To the Shareholders, 
MIDCON OIL & GAS LIMITED. 

Your Directors submit for your consideration the Annual Report of Your Company with attached 
Financial Statements, Balance Sheet and Auditors’ Report for the fiscal year ended March 31, 1975. 
FINANCIAL 

Operations during the year resulted in a net loss of $142,337.00. The loss for the year resulted 
primarily from the writing down of Investments from cost to market value, and lower gas sales which is 
discussed elsewhere in this report. 


GAS PRODUCTION OPERATIONS 


The principal assets of Midcon Oil & Gas Limited are located in Southeastern Alberta in the area 
covered by Map #1. 


They consist of the following: 
1. A fifty percent interest in South Alberta Pipe Lines Ltd. 


2. Remaining recoverable pipeline natural gas reserves owned by Midcon in the area covered by Map #1 
estimated as of August 1, 1975 to be as follows: 


Field Midcon Shares of Reserves 
Btzikom® eo en ee eee 2.175 B.C.F. 

jePersons Creek Unites eee 51.170 B.C.F. 

Growiool Ate a aaeeee eee oe 4.521 B.C.F. 

otal es fee ee ee 57.866 Billion Cubic Feet 


In addition Midcon has under contract a further 5.180 B.C.F. of gas reserves from the “‘Delta’’ area 
from which we have been producing and reselling Natural Gas. 


The above reserves will be subject to sliding scale crown royalties on gas produced from crown lands (the 
higher the sales price, the higher the. royalty) and to fixed royalty rates of from 12’2% to 15% on gas 
produced from freehold leases. 


South Alberta Pipelines Ltd. gathers, compresses and transports natural gas principally from gas wells 
owned by Midcon and by Pembina PipeLines Ltd. (the two 50-50 owners of South Alberta) to the City of 
Medicine Hat and to the Western Co-operative Fertilizers Limited, a fertilizer manufacturing plant in 


Medicine Hat. 


Midcon sells natural gas under two long term contracts to the City of Medicine Hat and to Western Co- 
operative Fertilizers Ltd. Unfortunately, neither of our gas contracts contain a price re-negotiation clause, 
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however, both customers urgently require additional gas supplies. In both cases we have advised them that 
we have substantial undeveloped gas reserves available but that we cannot justify any further development 
drilling at present gas contract prices. We have also advised them that we are unable to even justify sufficient 
development drilling to maintain present gas production. Deliveries to the City declined last winter to less 
than 2 million feet per day compared to the 6 million they requested. The Western Co-op are now also aware 
that they face a reduction in gas deliveries unless we spend additional funds to maintain existing production 
rates and we cannot justify such expenditures at existing gas contract prices. 


We have had some discussions recently with both the City of Medicine Hat and the Western Co-op with 
regard to the possibility of either selling them our gas reserves outright or rewriting the present gas contracts 
to include a price re-negotiation clause, but so far with no concrete results. The gas supply squeeze on both 
the City and Western Co-op will, we believe force both parties to re-negotiate the prices of our gas contracts 
to a competitive level, but failing this we have no alternative but to cease all development drilling and wait 
out the term of these contracts at steadily declining production rates. 


For the year ended March 31, 1975 the Midcon share of natural gas sales to Western Co-operative 
Fertilizers (at 17.5 cents/MCF) and to the City (at 11.5 cents/MCF) totaled 1,614,766 BCF, or an average of 
4,424,000 cubic feet per day. This was a decline in annual gas sales of about 10.6% from the previous year. 


The average prices paid for natural gas in Alberta have escalated sharply in the past few years. Inter- 
Rock Oil Co. of Canada (a Midcon subsidiary) now receives 60 cents/MCF for gas produced from the Nevis 
gas field and sold in Canada by TransCanada Pipelines Ltd. and $1.00 per MCF (less pipeline transportation 
costs to the U.S. border) for Nevis gas exported to the U.S.A. 


The price of all Canadian Gas exported to the U.S.A. will go to $1.40 per MCF at the point of export on 
August 1, 1975 and to $1.60 per MCF on November 1, 1975. 


Gas exported from Alberta to Eastern Canada will also increase in price November 1, 1975 to about 80 
cents to 90 cents per MCF, the exact price to be arrived at by agreement between Alberta, Ontario and the 
Canadian Federal Government. 


Based on the present mix of domestic and export sales of Alberta natural gas, a domestic price of about 
80 cents to 90 cents/MCF and an export price of $1.60/MCF on November 1, 1975 would result in an 
average field gate price of Alberta natural gas of just over $1.00 per MCF. 


The Alberta Petroleum Marketing Commission (a Provincial Crown Agency) now purchases and resells all 
crude oil produced from crown leases in Alberta. The Province has announced that it will, this year, in- 
troduce legislation to have the same Crown Agency purchase all crown natural gas produced in Alberta. It is 
not clear whether the Petroleum Marketing Commission will then pay all producers the average price of all 
gas subsequently sold by the agency (on a 1000 B.T.U. gas basis) or whether this average price will apply 
only to gas exported from the Province. 


If the former is the case, Midcon could expect its average price for gas sales to increase from about 15 
cents per MCF to about $1.00 per MCF (before royalties) or from about 12 cents /MCF to 55 cents /MCF 
after royalties. Under these circumstances, we would of course be in a position to sharply increase gas 
production with a development drilling program. 


It has been a frustrating year for Midcon management in that despite our best efforts we have been 
unable to obtain a gas sales price increase but as outlined above pressure is steadily increasing and we are 
very hopeful that there will be a break through in this area within the next year. 
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INTER-ROCK OIL CO. OF CANADA LIMITED 


Inter-Rock owns a 0.28363% interest in the Nevis gas field and sells its Nevis gas production to 
TransCanada Pipelines Limited, which in turn, markets about 20% of this gas to the United States at 
$1.00/MCF and about 80% to Eastern Canada at 60 cents/MCF. 


In addition to its Nevis gas interests, Inter-Rock also owns a 2.08333% interest in the Buffalo Lake 
Oilfield and a 12'/2% interest in 7 D-3 oilwells in the Erskine field. 


Inter-Rock oil production income from these interests will benefit from a crude oil price increase 
(amount unknown at present) which Federal Energy Minister Donald MacDonald has announced will take 
place July 1, 1975. 


ARCTIC ISLANDS 


Midcon and its subsidiary Inter-Rock Oil Co. Of Canada Limited hold a 50% interest in 260,797 acres 
of Arctic Island permits plus a 1.875% interest in a further 159,579 gross acres of federal permit on Axel 
Heiberg Island. 


The Canadian Federal Government withdrew the old regulations covering leasing and royalties north of 
the 60° parallel about four years ago. Asa result it cannot be determined today how much of a permit we can 
go to lease on in the event of a discovery or what royalty we will be required to pay on oil or gas production 
from federal permits. In view of the uncertainty of these regulations, your directors cannot justify further 
exploratory expenditures in Northern Canada until the ground rules are more firmly established. We have, 
therefore, adopted a holding position in the Canadian North until the situation is clarified. 


Respectfully submitted, 


On Behalf of the Board of Directors. 


J. DOUGLAS STREIT, 
June 20, 1975. President. 


ASSETS 
1975 1974 
CURRENT ASSETS 
Bank Balances (including interest bearing deposits 
1975:$322,005; 1974 $318,148) 2 oe eee era ore re ne aie ater eee $2 93275507 S$: 83357786 
Accounts Recéwablev amis: ashe aoe Oe ec eee 37,808 34,345 
Marketable Securities at Market Value 1975 - 
at'Gost. 1974 (NOt 2) xan see Sak oe ee ee 302,990 22,90). 
Accrued Interest. Receivable... Soca ae eee 11,505 i bi vessel 
Prepaid Expenses *..2. 40.400 men mcm nesta | eee eee ee 3,480 3,482 
683,350 708,125 
INVESTMENTS 
South Alberta Pipe Lines Limited - Shares and 
Debentures at cost (Note 3)eue nee ae ee ee eee 489,500 489,500 
Northwest Nitro Chemicals Limited - Shares and 
Debentures. atedst (Note 3) i725 ee eee en en ee eee 1 1 
Other Shates at costiless amounts.wtitten Of! #0. ere ee eee 6,001 6,011 
495,502 495,512 
PROPERTY, PLANT AND EQUIPMENT AT COST 
Interest in Petroleum and Natural Gas Leases and Rights .......... 1,106,043 ilies! 
Producing Well Costs and, Production Equipment j3.).4.22. 35-215: P25; 250 POISE OME 
Canped. (ras: Well... sm.yadadee tents ehcle ott aes See ae in aoe era Spee) 5 L900) 
Furniture, Equipment and Automovpilee se 3m 6 ar eee 105977, LOST 
1,848,067 1,851,413 
Accumulated Depreciation, Depletion and Amortization .......... 514,458 474,468 
1,333,609 1,376,945 
OTHER ‘a; enon 
Deposits re performance of work (Notes) gener ees ee ae ere Shieh 22,734 
$2,515,966 $2,603,316 


To the Shareholders, 


MIDCON OIL & GAS LIMITED, 


Consolidated Balance S 


We have examined the consolidated balance sheet of Midcon Oil & Gas Limited and subsidiary 
company as at March 31, 1975 and the consolidated statements of income, deficit and changes in financial 
position for the year then ended. Our examination included a general review of the accounting procedures 
and such tests of accounting records and other supporting evidence as we considered necessary in the 
circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the 
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(Incorporated under the laws of the Province of Alberta) 


t - as at March 31, 1975 


LIABILITIES 


CURRENT LIABILITIES 
Accounts Payable and Accrued Charges 


Deferred Income Taxes 


Minority Interest 


SHAREHOLDERS’ EQUITY 
CAPITAL STOCK 
AUTHORIZED 
5,000,000 Common Shares No Par Value 
ISSUED FULLY PAID 
EO LOOO Sa tesa tary les artes Rae ies succes okey EN ae «Hil nhs Se 
Deh cies et Scene cer as Mores ot aeueterg ih Ses Bvatob yan aitates aracs RENO 


Approved on behalf of the Board 
J. DOUGLAS STREIT, Director. 


WILLIAM E. REARDEN, Director. 


1975 


$ 4,841 


954,817 


76,698 


Bid09; 000 


1,473,895 
1,879,610 


$2,515,966 


(See the accompanying notes to the financial statements) 


REPORT 


‘ompanies as at March 31, 1975 and the results of their operations and the changes in their financial 

,0sition for the year then ended, in accordance with generally accepted accounting principles applied on a 

yasis consistent with that of the preceding year. 

McCORMACK, PARKER 
Chartered Accountants. 


foronto, Ontario 
lune 12,1975 


1974 


$ 4,372 


491,061 


85,936 


3,309,909 
1,331,998 


2,021,947 


$2,603,316 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE YEAR ENDED MARCH 31, 1975 


Accounting Policies 
Principles of Consolidation 

The accounts of the company and its subsidiary, Inter-Rock Oil Co. of Canada Limited are included 
in the financial statements. At March 31, 1975 the company owned 56.06% of the voting stock of Inter- 
Rock. 
Exploration and Development Costs 

Exploration expenditures, non-productive development expenses, dry-hole costs and the carrying 
charges on properties are charged to expense. 


Property acquisition costs are capitalized. 


Depreciation, Depletion and Amortization 

Capitalized costs of oil and gas properties, and well costs are charged against earnings on the unit-of- 
production method using estimated recoverable oil and gas reserves. Depreciation of other plant and 
equipment is based on the estimated service lives of the assets calculated on the diminishing balance 
method. 


Income Taxes 

The company provides for income taxes on the tax allocation basis whereby the provision for income 
taxes each year is computed on the basis of depreciation and other charges reflected in the statement of 
income rather than on the related amounts claimed in the companys’ tax returns. 


Marketable Securities 


IOs) 1974 
Market V alte s50).anit .te onthe en eRe a ye te rs Gane oe foe $302,990 $378,250 
0 a ee Eee eRe Rare eee err ON eee nn pee NNO Rares Rass Gite dete 0 $503,369 $322,981 


Marketable securities previously carried at cost were adjusted to market value at March 31, 1975. 


Investments 

Midcon Oil & Gas Limited owns 50% of the issued and outstanding common shares of South Alberta 
Pipe Lines Limited which owns and operates a gas pipeline in the Medicine Hat area of Alberta. The 
company also owns 50% of the issued and outstanding 5% First Mortgage Redeemable Sinking Fund 
Bonds of that company. Repayment of the balance of the principal of these bonds, which was due on 
May 1, 1966 has been postponed with the consent of the bondholders, Pembina Pipe Lines Limited and 
Midcon Oil & Gas Limited. At March 31, 1975 the company’s share of the accumulated deficits of South 
Alberta Pipe Lines Limited based on the unaudited financial statements of that company amounted to 
$126,127 and its share of the income for the year ended March 31, 1975 amounted to $19,475. It is the 
policy of the company not to take this share of the deficit, which exceeds its investment in the common 
shares of South Alberta Pipe Lines Limited by $46,127, into account in the books. 


The company owns 21,500 common shares of Northwest Nitro-Chemicals Limited which company is 
controlled by Commercial Solvents Corporation. The investment is carried at cost which is not intended 
to reflect present or future values. The securities are not listed on a stock exchange and the market is 
therefore restricted to quotations in respect to unlisted securities which are not considered to be 
representative of market values. 


The company has a drilling deposit of $3,505 with the Province of Alberta. 


The aggregate direct remuneration paid to the directors and the senior officers of the company and its 
subsidiary in the year ended March 31, 1975 was $5,000. 
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CONSOLIDATED STATEMENT OF INCOME 


FOR THE YEAR ENDED MARCH 31, 1975 


GrossOllandiGas Revenues nee eee 
IDCCHICIEINOValUICS manaretns cart. cs, 2 80, ah aah Ae 


NAA MSIEPS SRS OT ORY Ae, ok ee 


Deductions 
Production, Processing and 
SrispOrtalioil © OstSeeitos oe aa ae Pods ons 
DiveriGlemGOstsemm en ete oe Satie wale wah 
FX ORAmMOE XPensesmnmlse west ah ale vets 3 
General and Administrative Expenses ....... 


Operaving Erolterpere ne eka tae Cie tae 


Other Income 


Pee su ATCC ee ee eras co 5 tls one Wi 85/4 
DIV ENCSINCCEIVCCUE pec a oa sete vernal son 
Profit on Redemption of Investments........ 


Other Deductions 
Depreciation, Depletion and Amortization ... 
Income (Loss) Applicable to Minority Interests 
Cost of purchase of Additional Interest in 
Subsidiary in Excess of Book Value ....... 


Provision for Income Taxes - 
iDSiaprael= (NWI) seccgoemnanccccosebe 


Adjustment of Marketable Securities 

LOUVEAL Kei ViaILG erate riba eae ae sup ous cas 
Interest in Leases and Well 

SOSTSRVY LILLIE. OL MET A aii ca eee aiord latoneinr ccord 


Net (Loss) Income for the Year ............ 


Barmings (ass) pet Snare sama se. sor 


1975 


$394,165 


Seite 


172,851 
750 


98,318 


46,831 
9,748 


39,991 
(2,316) 


10,899 


200,379 


15,338 


$ 354,450 
6,600 


361,050 


ZL, 919 
1295151 


56,579 
185,710 


48,574 
137 igo 


63,756 
73,380 


Da Aa 
§(142,337) 


(.033) 


(See the accompanying notes to the financial statements) 
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1974 
$351,879 
29,271 

$322,608 

276,600 

329,208 
119,680 
44,264 
2,207 
93,221 

219,372 

109,836 
36,566 
6,400 
19,931 

ee andl 

PIRES 
45,681 
8,122 

53,803 

118,530 

50,187 

68,343 

$ 68,343 

016 
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STATEMENT OF CHANGES IN FINANCIAL POSITION 
FOR THE YEAR ENDED MARCH 31, 1975 


Source of Funds 
Funds from: Operations *”- 2225.7 nan eee ne eee sy ee cons «oan 
Decrease in Deposits re Performance of Workoy,. 3.4 i ee 19,229 
Redemptionof Investments) na nse ran <a e 


(12,502) 
Use of Funds 
Additions to Property, Plant and Equipment....... lds sous oa ore eee 12,742 
Increase (Decrease) in Working Capitals ceneass se neuecei tan ta eee (25,244) 
Working Capital Changes 
Increase (Decrease) in current liabilities 
Bank® Balances sale, feccike eee eo ee ee ( 8,219) 
Accounts: Receivables i.)..cat See ee ce re eee ee eee 3,463 
Marketable:Securities 2 pics) ere es ee ee ee (19,991) 
Accrued Interest Receivable eee i eee ( 26) 
Prepaid Expenses (i ooo. raen Se etc See en pe ( 2) 
(24,775) 
Decrease (Increase) in Accounts Payable 
and Accrued Charges. 2 tc2 osnucee tee eh ee ere ( 469) 
Increase (Decrease) in. Working@apital en. pen.) rn eke eee (25,244) 
Working Capital, beginning of the: Yeates eee eee TO3 493 
Working Capitals end of the: Year... aren eee een ee $678,509 


*Net Income (Loss) adjusted for charges or credits not affecting working capital. 


(See the accompanying notes to the financial statements) 


1974 


$198,039 
67,513 


90,469 


316,021 


19,629 
2961392 


221,589 
( 4,615) 
48,398 
ft SO) 


3,105 


267,578 


28,814 


2905392 


407,361 
$703,753 
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CONSOLIDATED STATEMENT OF GENERAL AND 
ADMINISTRATIVE EXPENSES 
FOR THE YEAR ENDED MARCH 31, 1975 


1975 1974 

Plea OTICeSSCINI Ce aC NCI e fhe eine ceo se initial afoot 4's nance $12,805 $12,795 
SUL RWEG bo so O56 0 cro BO: Gud tae SNORT ee 2,400 2,400 
GanaGar PENSION An eer ieee oe a dG es ay aie ale WA 4 Dds ara 49 54 
LCIVECSS 6 SB CNG OLS WEL A VEEN EN (8) 5 2 A rr ee 40 24 
IDITECLOLS ECC Smee a eo cle LPNS BO pou Sew Aine alk ew Wave des 2,600 2,300 
Secretarial Pces anGsAG Mministt alive Services... os. 05s. scene os detec sees 16,662 £93223 
ihelepronevand Lelegtapli a wisest tenes So cen s ceh olen Ss toned: 856 BS) 
REAVe iN cal Dense a rere tee eet ct asd A tanh elated wis ihn @erlew o's aia, eos 1,265 paw 
eda ande AUG lL bees mem Gage wre os inci 2 oe. dare hy wd cbse pare Boies 8.113 Shy PES) 
ReOOUiIn Oy SAT ClO ICES Mrrent tiie ty for ere dacitta tees Mote ds wre ae ain 5 5 4,392 4,041 
Shale GCemiiCales amen er eer ans cig an oui, aareuc ok aekn days selene 346 
WranslerAgentss Beesra nde x Penses- eceac rete kre. cle Sela we Fs Buea ols woes saree 5,369 DyoOe 
Miscellancousm era tert Melos Ss aici: Sas eee Oe aa he eee ea das SR og 3,238 
Ban ke@it at cect peer tne Ph et is gids es ahs ee MR e+ Moe eres & 95 oF 
$58,318 $53,221 


CONSOLIDATED STATEMENT OF DEFICIT 
FOR THE YEAR ENDED MARCH 31, 1975 


1975 1974 
Deficits Oeotmmn oor Liles Cal ont Yon ey cleni yae rosie aay ae rea $1,331,558 $1,399,901 
Deduct 
Net Income (LOSS Ortneny Cal nies coterie caedesv eles Dal Palew sinew na (1420337) 68,343 
etc Pena Ont neel CALM en ie soko css wl os ctentis cys teas a we een es $1,473,895 $1,331,558 


(See the accompanying notes to the financial statements) 
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MIOCON HOLDINGS 
MIDCON OIL & GAS LIMITED 


OWNED INTERESTS 
ETZIKOM PIPELINE.) 4.250042 50% HOLDINGS IN 


ce nel Aen? ac ae ETZIKOM- MEDICINE HAT AREA 


SEVEN PERSONS CREEK UNIT .. 42.48% 


CONTRACT INTEREST 
DELTA GAS CONTRACT ....... 50% 


